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Re: Variousproposalsto providerelief from the realpropertytax including: Bills
basedon Income,Bills 66, 80, 82 of 2005 andBills 3,4, 10, 15 of 2006; Bills
basedon Lengthof Residencyincluding Bills 5 and81 of 2005 andBillS of 2006;
Bills providing Broad-basedTax ReliefincludingBill 67 of 2004, Bill 1 of 2005
andBills 1,2, and 12 of 2006.

DearChair andCommitteeMembers:

Thankyou for the opportunityto shareour observationsandcommentson the various
tax reliefmeasuresyou havebeforeyou this morning. As the Chairhasstrategicallygroupedthese
measuresby reliefmechanism,we would like to providecommentson all measureslistedwith a short
digest andcommentaryon eachandremainavailableto respondto questionsabout thevarious
measures.

Tax ReliefBasedon income

Ofall the measuresproposedfor tax relief, thesebasedon the ability to payarethe
mostvalid for your considerationas theytake into accountthe taxpayer’savailableresourcesin meeting
his or her tax obligations. Thesemeasuresdo not violatethe natureof the realpropertytaxwhich is to
basethetax on the valueof theassetwhich in all of thesemeasuresis the taxpayer’sshelter.

Bill 66 (2005)would requirethe re-applicationfor theclaim for the “super” homeexemptionfor
personsover the ageof 75 andwith low income to be submittedeveryfive years.

Comment:While this measuremerelyrequires the taxpayerto reapplyfor the
“super” homeexemptioneveryfive years,weremain concernedthat the processto
ascertainwhetheror not the realpropertytax imposesan undueburden is overly
complicatedanddoesnot necessarilyrelievethe elderly taxpayerof the undue
burden as the amountof the homeexemptionmaybeinsufficient to adequately
bring the ultimate tax bill to within reasonof the taxpayer’savailableresourcesto
payhis or herpropertytax.

Bill 80 (2005)would raisethe incomeceiling for personswho mightbe eligible for the City’s circuit
breakerprogramfrom $50,000to $75,000.
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Comment:Ofall the measuresheardtoday, this is themosteffectivemeansof
providingtax relief to thosemostin needoftax relief It measurestherealproperty
tax burdenagainstthe resourcesofthe taxpayerandexcusesanythingin excessof
the 4% trigger. Thus,personswith theproposedmaximumallowable incomeof
$75,000wouldneverpaymorethan$3,000ayear in realpropertytaxes.
Considerationmight begivento implementingthis newversionofthe circuit
breakerfor thefiscalyear2007tax bills. Thiswouldthennecessitatenewdeadlines
for thefiling ofan applicationfor the circuit breaker.

Bill 82 (2005)would granta one-timetax credit of anunspecifiedamountagainstahomeowner’sreal
propertytax for thefiscalyear2007 providedtheowner’s householdincome did not exceedthe median
incomeandthe homeowner,or anymemberof thehousehold,did not ownanyotherpropertyandthe
propertywasqualified for thehomeexemption.

Comment:Whilethisproposalmightappearto addresstheproblemofhigher tax
bills, theamountofthe credit versusthesizeofthe taxbill may be incongruent,that
is the amountofthe taxcreditmaynot be enoughto offsetthelarger taxbill created
by thehigherassessment.Again, this is a one-timetaxcredit anddoesnot address
theongoingproblemofrising assessmentsandthereforerising taxbills.

Bill 3 (2006) would reducethe assessmentof apropertythat is rentedas a low-incomerentalupon
petitionby the owner. The proposalwould totally exemptrentalproperty- exceptfor the amountof
the minimumtax - that participatesin the Section8 programfrom real propertytaxesfor the next tax
yearuponpetitionby the owner.

Comment:Thisproposalignoresthebehaviorof the rentalmarket Whenrental
supplyis tight, rental rates will be dictatedby thedemandfor thoserentals. The
burdenof thepropertytax canbe recoveredin a tight rental marketwhich is already
happening.More importantly,thismeasureimposesan additionalburdenon the
treasuryandthe realpropertydivisionor whomeveris taskedwith verifying the
amountofrent beingchargedor whetheror not thelandlordparticipatesin the
Section8program. To the extentthat the City will still needthesameamountof
moneyto run countygovernment,the exemptionfor section8 rentalsandthe
reductionin theassessmentoflow-incomerentalsby 20% shiftsthe burdenof
taxation to all other realpropertytaxpayerswho arethe ownersofsuch rentals.
Thus, thoselandlordsandcertainlytheir tenantsenjoyall of the City servicesat the
expenseofall otherrealpropertytaxpayers.

Given that thismeasureis theonly onethat attemptsto addresslow-incomerenters,
asan alternative,considerationmightbegiven to establishinga “circuit breaker”
typeof mechanismfor low-incomerenters.A nationalgroup which monhors
affordablerental housingreportsthatno morethan30% ofa renter’sincome
shouldgofor sheltercosts. Considerationmightbegiven to extendinga credit equal
to thevalueofthehomeexemptioncalculatedwith thecurrentratefor residential
andapartmentpropertybe extendedto thoserenterswhoseincomesfall below
$50,000or $75,000andwho canprove that theypaymorethan 30%oftheir income
in rent Thiswouldmeanmaximumrentsofbetween$1,250and $1,875permonth
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wouldtrigger a taxcreditfor that renterequalto the currentrate timesthe $40,000
homeexemptionof about$150. Sincethecreditwouldgo directlyto therenter,
thereshouldbeno reservationthat the landlordwill or will notpasson a cost
savingssuchasproposedin Bill 3 (2006).

Bill 4 (2006)would increasethe homeexemptionfor thosehomeownerswhosehouseholdincome is
160% ofmedianincome or less. The amountof the homeexemptionwould riseas householdincome
declinessuchthat thehomeexemptionwould rise from $100,000($40,000for the basichome
exemptionplus $60,000for this provision) for householdswith 160%of medianhouseholdincometo
$240,000for thosewith 20% of medianhouseholdincome.

Comment:Thehomeexemptionis ineffectivein addressingan excessiveburdenof
realpropertytaxesas it is appliedagainsttheassessedvalue. Evena home
exemptionof $240,000maynot be sufficientto alleviatethe taxburdenimposedby
the remainingassessedvalueafterthehomeexemptionis appliedtimeswhatevertax
rateis appliedfor thefamily with a householdincomethat is 20%ofmedianfamily
income. Measuringthe actualrealpropertytaxbill againstavailablefamily income
is moreprecisein determiningwhetherornot that taxpayercanaffordthe resulting
tax bilL

Bill 10 (2006) is a short form measurethatproposesto allow homeownerswho qualify undera certain
incomethresholdtheoption to paya fee for City servicesin lieu of payingthereal propertytax.

Comment:This wouldbe oneof themostdifficult oftheproposalsto administeras
a determinationmustbe madeas to whatwouldbe theappropriatelevelfor thefre
to beto actuallypayfor the costof City servicesusedby thetaxpayer. Will a
determinationbe madeofthoseservicesactually consumedor wouldthis to be afee
in lieu ofthe realpropertytax leviedwithoutconsiderationofthe costofthose
servicesor howmuchofwhichservicesare beingusedby thetaxpayer? Will the
levelof thefeebearanyrelationshipto what thefavoredtaxpayerwill be ableto
afford? If thefeeis insufficientto coverthe costofactuallydeliveringthat City
service,the costwill besubsidizedbyall otherrealpropertytaxpayers.

Bill 15 (2006)would establisha new classfor realpropertytaxpurposesto providea low-income
homeownerscategorywherethepropertyhasbeengranteda homeexemptionandwherethe incomeof
all title holdersof the landdoesnot exceed$50,000.

Comment:Apparentlythisproposalwouldallow thesettingofa taxratethat could
be substantiallylower than that setfor other classesofrealproperty. Not onlywould
thisproposalbe a nightmareto administerbecausethe incomeofthe household
wouldhaveto be determinedand thenthepropertywouldhaveto be designatedto
this categoryshouldthequalification bemet,but it is doubtfulthat thelower tax
rate couldprovidesufficientrelief to the taxpayerdependingon the sizeofthe
assessmentandthe incomeof thehouseholit For example,a lower tax ratemight
besufficientto benefita homeownerwith $49,000ofhouseholdincomewherethe
propertyis valuedat $350,000,but wouldit be sufficientfor the retiredcouplewhose
homeis valuedat $815,000?
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Tax ReliefBasedon Length of Residency

Bill 5 (2005)would grantan additionalamountof homeexemptiondependingon how long the
homeowner’stenureon thatpropertyhasbeen. The additionalexemptionrisesfrom an additional
$80,000for tenureof five but lessthan20 yearsto $120,000for tenureof 20 yearsbut lessthan40
yearsandto an additional$200,000if tenureis 40 yearsor more. Sincethereis no prohibitiondrafted
in thisproposal,it would seemthat thehomeownermight alsobe qualified for the multipleexemptions
becauseof age.

Comment:Again, the amountofthehomeexemptionproposedin this measuremay
or maynot besufficienttaxrelieffor this typeof homeowner.Justbecausethe
homeownerhaslivedon thepropertyfor a longperiodof timeis by no meansan
indicatorofhow muchthat homeownermayneedin propertytaxrelief A
homeownerin Waialua mayfind the $200,000generouswhereasthe widow living
in Kahalaonly on SocialSecuritymightfind theadditional $200,000home
exemptionto be but a drop in thebucket

Bill 81(2005)would allow homeownersto dedicatetheir homesteadfor a periodof 10 yearsprovided
the propertyis qualified for andremainsqualified for thehomeexemptionduring the 10-yearperiodand
the propertyis not soldor transferredduring the 10-yeardedicationperiod. The increasein valuationof
thepropertywould thenbe limited to the changein the consumerpriceindexof the previouscalendar
year. Breakingthededicationwill result in paymentof the taxesthat would otherwisehavebeendue
anda 10% penalty. Exceptionsinclude deathof the ownerandtaking of the propertyby government.

Comment:Thecountyhashadbadexperienceswith dedicationsas in thecaseof
agriculturalproperty. Unintendedbreakingofthe dedicationfor other than death
or takingbygovernmentwill incur thepenaltiesprovided. For example,if the
ownerhasto be movedto a nursinghomeor skilledcarehome,thatpossibilityis not
providedfor in the exceptionsand thereforethepenaltieswouldhaveto be imposed
eventhoughtheownermayhavehadeveryintention to remain in the home.
Further,no provisionis madeoncethe dedicationperiodends.Is theproperty
revaluedto marketif thepropertydedicationis not renewed?If thepropertyis
dedicatedfor anothertenyears,is theannualadjustmentstill limitedto thechange
in the CPI? Likeotherlimitations on thechangein valuation,two identical
propertiesmayhavetwo verydifferent taxburdensandthereforeshoulderdifferent
burdensfor the costofCity services. Thosepropertiesthatcannotavail themselves
of thededicationprovisionwill endup subsidizingthosewhoare sofavored.

Bill 5 (2006)would capthe annualincreasein valuationof propertiesgrantedthe homeexemption
dependingon the lengthheldby the title holdersfrom 5% for thosepropertiesheldbetweenfive andten
yearswith decliningpercentageincreasesin valuationuntil the propertyheld30 yearsor morewould
enjoyno annualincreasein the valuationof theproperty. The capwould not applyto anyincreasein
the fair marketvalueof the propertyresulting from anactionby the owner - which might meanan
improvementis madeto the propertyor if the propertyis soldor transferred. This latterprovisionis
somewhatunclearas onemight askif the cap would still apply if the propertywasheldbeyondfive
yearsafter theactionby theownerwas taken.
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Comment:Thereis nothingmagicalabouthow muchthe valuation ofproperty
shouldincreasedependingon howlong thepropertywas heldby thetitleholder.
Further, thereis no correlation betweenthe lengththepropertyis heldandthe
ability of thetitleholder topayhisor herfair shareofpropertytat In fact, if one
acceptsthatafter30 yearsthe mortgageon thehomeispaidoff, thoseownersare
probablyin a betterfinancial conditiontopaymorepropertytaxesthan theyoung
couplewho hasjustpurchasedtheirfirst homefor $400,000to absorbmarket
increasesin their home’svaluation. Again length oftenureon thepropertyis no
indicationofthe taxpayer’sability topaytherealpropertytax burden.

Broad-Based Tax Relief

Bill 67 (2004) would doublethe currentexemptionfor theblind, deafandtotally disabledfrom $25,000
to $50,000.

Comment:Again,physicaldisabilityandageare not indicatorsofthe taxpayer’s
ability topayhis or hershareofthe realpropertytaxburden. Onecannotjust
assumethatbecauseapersonis disabledthat thepersonispooror needy. Casein
point is that the Citygrants thosewith disableddecalsfree meteredparkingyetone
onlyhasto countthenumberofMercedes,LincolnsandFerraris parkedin metered
stalls with thedisableddecaL Is thata wasteofCity resourcesthatother drivers, or
in this caseother realproperty taxpayers,mustsubsidize?

Bill 1 (2005)would doublethe currenthomeexemptionto $80,000andthereforeincreasethe multiple
homeexemptionsgrantedbecauseof age.

Comment:Thehomeexemptionis totally irrelevantto the taxpayer’sneedfor relief
as it maynot besufficientto overcomethe increasesin valuationthathaveprompted
thisspateof taxreliefmeasures.Further, whenit is grantedto someonewho has
the abilitypayhis or herfair shareof thepropertytax burdenit comesat the
expenseof thehomeownerswho truly needadditionalrelief Thus,forthose
homeownerswho havesubstantialincome,the increasedhomeexemptionrepresents
a wasteofCity resources.

Bill 1 (2006)would grant a one-timetax credit for the upcomingfiscalyearsinceit is too lateto grant
anincreasedhomeexemptionfor valuationswhichwill form thebasis of the taxbill for the next fiscal
year, The creditwould beapplied againstthe homeowner’s2006-2007tax bill andrangesin amount
with an equivalencyof a $60,000homeexemptionfor thoseunderage55 to a$230,000home
exemptionfor thehomeownerwho is 75 yearandolder. The homeownermusthavequalified for the
homeexemptionin orderto receivethe credit.

Comment:Again, this credit is in lieu ofthehomeexemptionand theamountsof
credithaveno bearingon a specifictaxpayer’sability or inability to paythereal
propertytax andin somecasesmaybe insufficientto offsetthe burdencreatedby
therise in valuations. Thosewho maynot needanyassistancewill also be ableto
claim theone-timetaxcredit
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Bill 2 (2006)would increasethevalueof apropertygrantedthehomeexemptionto the greaterof 10%
or 150% (1.5 times)of the annualchangein the ConsumerPriceIndex (CPI). The limitation would not
applyto increasesin valuationof the propertycausedby actionsof the owner,propertysold or
transferredin thepreviousyearor thosenot grantedthe homeexemption.

Comment:If the CPIrises byonly 3%, as is expectedthisyear, thegreaterof10%
wouldapply to the changein thevaluation ofthefavoredproperty. Onemustaskif
therealestatemarketslowedandactualvaluationscheckin at 7% on average,will
homeownersbehappyaboutan automatic10% increasein their realproperty
assessment?Conversely,if inflation ragesat 8%for theyearwhich meansthe
changein valuewouldbe 12%,but becauseofhigh interestrates imposedto control
inflation causesa cooling in the realestatemarketsuchthat actualvaluesonly
comein at 5%, will homeownersbe happywith the 12% increasein valuations? The
effectsofthisproposalaresoarbitrary.

Bill 12 (2006)would appearto recalculatethe rateto producethe sametax bill for the realproperty
ownerwhenthe newassessmentsaresentout by the directorof finance, allowing for an adjustmentfor
inflation. The proposalallows therate to be subsequentlyincreasedor decreasedby the council.

Comment:Thisproposalis verysimilar in effectto whatwas knownasthe Florida
lawwhen therealpropertytaxpolicy was setby thestate. Underthe Florida law,
theaveragerate hadto be recalculatedsothat the sumofthe valuationsfor a county
wouldproducethesameamountofrevenueaspropertytaxproducedin theprevious
year. Taxpayerscould thenascertainhowmuchthecouncilwas raising or lowering
thetax ratebasedon the recalculatedaveragerate. Thismight not be a badideato
resurrectso that realpropertytaxpayerscould understandwhetheror not elected
officials wereraisingor loweringtheir taxesandby how much. Therateunderthis
proposalwouldbe differentfor eachrealpropertyowneras theamountofincrease
woulddiffer byparceL It might be betterto go backto theprocessofthe Florida law
asit wouldtakeinto accountthelarger pictureofhow muchvaluesin total
increasedandthereforecould bebettercomparedto the averagerate to be adopted
bycouncil.

While all of theseproposalsarewell intended,theyattemptto alleviatethe propertytax
burdenfor a varietyof constituenciesandmosthavelittle to do with the taxpayer’sability to paywith
the exceptionof Bill 80 (2005). We would recommendthat of all the proposals,committeemembers
give that proposalthe mostseriousconsiderationas it is tied to the taxpayer’stax bill andthe taxpayer’s
ability to pay. The otherproposals,from increasedhomeexemptionto tenureofholding theproperty,
arenothingbut gimmicksthat will not provide the neededtax relief.

Finally, all thesemeasuresaddressresidentialoccupationof theproperty. We must
underscorethat non residentialpropertyvaluesalso soaredthis pastyear. Unlessrelief is found for
thoseproperties,thecostof higher propertytaxeswill haveto be recoveredas part of the operating
expensesof businessesthat occupytheseproperties. That costwill be paston to the very constituents
who youare trying to protectwith all of theseproposedmeasures.If the additionalcostcannotbe
passedon, thenthosebusinesseswill ceaseto do businessin Honolulu andalongwith thoseclosures
will go thejobs that your constituentsneedto paythe taxeson their homes. So in the end,the most
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simplesolutionthatmaynot be elegantor politically popularis to reducespendingto the point where

true taxreliefcanbe realizedby droppingpropertytax rates.
Thankyou for this opportunityto presentcommentson the variousreal propertytax

reliefmeasuresandwe standreadyto field anyquestionsyoumayhaveaboutour comments.

Verytruly yours,

Lowell L. Kalapa
President




